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was collected by X’s son, who was the sole 
beneficiary of the estate. This amount was 
included under section 691(a)(1)(C) in the 
son’s gross income. The son may deduct, in 
computing his taxable income for such year, 
$260 on account of the estate tax attributable 
to such income, computed as follows:
(1) (i) Value of income described in section 

691(a)(1) included in computing gross estate $1,500
(ii) Deductions in computing gross estate for 

claims representing deductions described in 
section 691(b) .................................................. 200

(iii) Net value of items described in section 
691(a)(1) ........................................................... 1,300

(2) (i) Estate tax ................................................... 23,625
(ii) Less: Estate tax computed without including 

$1,300 (item (1)(iii)) in gross estate ................. 23,235

(iii) Portion of estate tax attributable to net value 
of items described in section 691(a)(1) ........... 390

(3) (i) Value in gross estate of items described 
in section 691(a)(1) received in taxable year 
(fee) .................................................................. 1,000

(ii) Value in gross estate of all income items de-
scribed in section 691(a)(1) (item (1)(i)) .......... 1,500

(iii) Part of estate tax deductible on account of 
receipt of $1,200 fee (1,000/1,500 of $390) .... 260

Although $1,200 was later collected as the 
fee, only the $1,000 actually included in the 
gross estate is used in the above computa-
tions. However, to avoid distortion, section 
691(c) provides that if the value included in 
the gross estate is greater than the amount 
finally collected, only the amount collected 
shall be used in the above computations. 
Thus, if the amount collected as the fee were 
only $500, the estate tax deductible on the re-
ceipt of such amount would be 500/1,500 of 
$390, or $130. With respect to taxable years 
ending before January 1, 1964, see paragraph 
(d)(3) of § 1.421–5 for a similar example involv-
ing a restricted stock option. With respect to 
taxable years ending after December 31, 1963, 
see paragraph (c)(3) of § 1.421–8 for a similar 
example involving a stock option subject to 
the provisions of part II of subchapter D.

Example 2. Assume that in example 1 the 
fee valued at $1,000 had been earned by prior 
decedent Y and had been inherited by X who 
died before collecting it. With regard to the 
son, the fee would be considered income in 
respect of a prior decedent. Assume further 
that the fee was valued at $1,000 in Y’s es-
tate, that the net value in Y’s estate of 
items described in section 691 (a)(1) was 
$5,000 and that the estate tax imposed on Y’s 
estate attributable to such net value was 
$550. In such case, the portion of such estate 
tax attributable to the fee would be 1,000/
5,000 of $550, or $110. When the son collects 
the $1,200 fee, he will receive for the same 
taxable year a deduction of $110 with respect 
to the estate tax imposed on the estate of 
prior decedent Y as well as the deduction of 
$260 (as computed in example 1) with respect 

to the estate tax imposed on the estate of de-
cedent X.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as 
amended by T.D. 6887, 31 FR 8812, June 24, 
1966]

§ 1.691(c)–2 Estates and trusts. 
(a) In the case of an estate or trust, 

the deduction prescribed in section 
691(c) is determined in the same man-
ner as described in § 1.691(c)–1, with the 
following exceptions: 

(1) If any amount properly paid, cred-
ited, or required to be distributed by an 
estate or trust to a beneficiary consists 
of income in respect of a decedent re-
ceived by the estate or trust during the 
taxable year: 

(i) Such income shall be excluded in 
determining the income in respect of 
the decedent with respect to which the 
estate or trust is entitled to a deduc-
tion under section 691(c), and 

(ii) Such income shall be considered 
income in respect of a decedent to such 
beneficiary for purposes of allowing the 
deduction under section 691(c) to such 
beneficiary. 

(2) For determination of the amount 
of income in respect of a decedent re-
ceived by the beneficiary, see sections 
652 and 662, and §§ 1.652(b)–2 and 
1.662(b)–2. However, for this purpose, 
distributable net income as defined in 
section 643 (a) and the regulations 
thereunder shall be computed without 
taking into account the estate tax de-
duction provided in section 691(c) and 
this section. Distributable net income 
as modified under the preceding sen-
tence shall be applied for other rel-
evant purposes of subchapter J, chap-
ter 1 of the Code, such as the deduction 
provided by section 651 or 661, or sub-
part D, part I of subchapter J, relating 
to excess distributions by trusts. 

(3) The rule stated in subparagraph 
(1) of this paragraph does not apply to 
income in respect of a decedent which 
is properly allocable to corpus by the 
fiduciary during the taxable year but 
which is distributed to a beneficiary in 
a subsequent year. The deduction pro-
vided by section 691(c) in such a case is 
allowable only to the estate or trust. If 
any amount properly paid, credited, or 
required to be distributed by a trust 
qualifies as a distribution under sec-
tion 666, the fact that a portion thereof 
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constitutes income in respect of a dece-
dent shall be disregarded for the pur-
poses of determining the deduction of 
the trust and of the beneficiaries under 
section 691(c) since the deduction for 
estate taxes was taken into consider-
ation in computing the undistributed 
net income of the trust for the pre-
ceding taxable year. 

(b) This section shall apply only to 
amounts properly paid, credited, or re-
quired to be distributed in taxable 
years of an estate or trust beginning 
after December 31, 1953, and ending 
after August 16, 1954, except as other-
wise provided in paragraph (c) of this 
section. 

(c) In the case of an estate or trust 
heretofore taxable under the provisions 
of the Internal Revenue Code of 1939, 
amounts paid, credited, or to be dis-
tributed during its first taxable year 
subject to the Internal Revenue Code of 
1954 which would have been treated as 
paid, credited, or to be distributed on 
the last day of the preceding taxable 
year if the Internal Revenue Code of 
1939 were still applicable shall not be 
subject to the provisions of section 
691(c)(1)(B) or this section. See section 
683 and the regulations thereunder. 

(d) The provisions of this section may 
be illustrated by the following exam-
ple, in which it is assumed that the es-
tate and the beneficiary make their re-
turns on the calendar year basis:

Example. (1) The fiduciary of an estate re-
ceives taxable interest of $5,500 and income 
in respect of a decedent of $4,500 during the 
taxable year. Neither the will of the dece-
dent nor local law requires the allocation to 
corpus of income in respect of a decedent. 
The estate tax attributable to the income in 
respect of a decedent is $1,500. In his discre-
tion, the fiduciary distributes $2,000 (falling 
within sections 661(a) and 662(a)) to a bene-
ficiary during that year. On these facts the 
fiduciary and beneficiary are respectively 
entitled to estate tax deductions of $1,200 
and $300, computed as follows: 

(2) Distributable net income computed 
under section 643(a) without regard to the es-
tate tax deduction under section 691(c) is 
$10,000, computed as follows:
Taxable interest ..................................................... $5,500
Income in respect of a decedent ........................... 4,500

Total ......................................................... 10,000

(3) Inasmuch as the distributable net in-
come of $10,000 exceeds the amount of $2,000 
distributed to the beneficiary, the deduction 

allowable to the estate under section 661(a) 
and the amount taxable to the beneficiary 
under section 662(a) is $2,000. 

(4) The character of the amounts distrib-
uted to the beneficiary under section 662 (b) 
is shown in the following table:

Taxable 
interest 

Income in 
respect of 
a dece-

dent 

Total 

Distributable net income $5,500 $4,500 $10,000
Amount deemed distrib-

uted under section 
662(b) ......................... 1,100 900 2,000

(5) Accordingly, the beneficiary will be en-
titled to an estate tax deduction of $300 (900/
4,500×$1,500) and the estate will be entitled to 
an estate tax deduction of $1,200 (3,600/
4,500×$1,500). 

(6) The taxable income of the estate is 
$6,200, computed as follows:
Gross income ......................................................... $10,000
Less: 

Distributions to the beneficiary ... $2,000
Estate tax deduction under section 

691(c) ............................................. 1,200
Personal exemption ........................... 600

3,800

Taxable income ....................................... 6,200

§ 1.691(d)–1 Amounts received by sur-
viving annuitant under joint and 
survivor annuity contract. 

(a) In general. Under section 691(d), 
annuity payments received by a sur-
viving annuitant under a joint and sur-
vivor annuity contract (to the extent 
indicated in paragraph (b) of this sec-
tion) are treated as income in respect 
of a decedent under section 691(a) for 
the purpose of allowing the deduction 
for estate tax provided for in section 
691(c)(1)(A). This section applies only if 
the deceased annuitant died after De-
cember 31, 1953, and after the annuity 
starting date as defined in section 
72(c)(4). 

(b) Special value for surviving annu-
itant’s payments. Section 691(d) provides 
a special value for the surviving annu-
itant’s payments to determine the 
amount of the estate tax deduction 
provided for in section 691(c)(1)(A). 
This special value is determined by 
multiplying: 

(1) The excess of the value of the an-
nuity at the date of death of the de-
ceased annuitant over the total 
amount excludable from the gross in-
come of the surviving annuitant under 
section 72 during his life expectancy 
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